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E. Cal cul ation of Coinsurance Paynents and ©Medi care

Program Paynent s Under the PPS

1. Backgr ound

In section Ill.E above, we explained how we determ ned
APC group wei ghts, cal cul ated an outpatient PPS conversion
factor, and determ ned national prospective paynent rates,
standardi zed for area wage variations, for the APC groups.
W will now explain how we cal cul ated beneficiary
coi nsurance anounts for each APC group

The outpatient PPS established by section 1833(t) of
the Act includes a nmechani sm designed to eventually achi eve
a beneficiary coinsurance |evel equal to 20 percent of the
prospectively determ ned paynent rate established for the
service. As discussed in the proposed rule, for each APC we
cal cul ate an anount referred to in section 1833(t)(3)(B) of
the Act as the "unadjusted copaynent anount." The
unadj ust ed coi nsurance amount is cal cul ated by taking 20
percent of the national median charges billed in 1996 for
the services that are in the APC, trended forward to 1999;
however, the coi nsurance anount cannot be |ess than 20
percent of the APC paynent rate. The unadjusted coi nsurance

anmount for an APC remai ns frozen, while the paynent rate for
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the APC is increased by adjustnments based on the Medicare
mar ket basket. As the APC rate increases and the
coi nsurance anount remains frozen, the unadjusted
coi nsurance anmount will eventually becone 20 percent of the
paynment rate for all APC groups. Once the unadjusted
coi nsurance anount is 20 percent of the paynent anount, both
t he APC paynent rate and the unadjusted coi nsurance anount
w Il be updated by the annual market basket adjustnent.
In the proposed rule, we proposed to not adopt new APCs
for new procedures or services for at |least 2 years, but
i nstead assign themto existing groups while accunul ati ng
data on their costs. |In the final rule we do provide for
APCs for new procedures that do not fit well into another
APC. Wen an APC is added that consists of HCPCS codes for
whi ch we do not have 1996 charge data upon which to
cal cul ate the unadj usted coi nsurance anount, coi nsurance
w Il be calculated as 20 percent of the APC paynent anount.
There is an exception to the coi nsurance provisions
for screening col onoscopi es and screeni ng signoi doscopi es.
Section 4104 of the BBA 1997 provi ded coverage for
colorectal screening. This section, in part, added new

sections 1834(d)(2) and (3) to the Act, which provide that
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for covered screening signoi doscopi es and col onoscopi es
performed in hospital outpatient departnments and anbul atory
surgical centers (ASCs), paynent is to be based on the

| esser of the hospital or the ASC paynent rates and

coi nsurance for both screening col onoscopi es and screening
si gnoi doscopies is to be 25 percent of the rate used for
payment .

Section 4104 of the BBA 1997 also allows, at the
Secretary's discretion, coverage of screening barium enemas
as a colorectal cancer screening tool. W are including
screeni ng barium enemas as a covered service under the
hospital outpatient PPS. The paynment rate for screening
barium enemas is the sane as for diagnostic bari um enenas.
Coi nsurance for a screening bariumenema is based on
20 percent of the APC paynent rate.

Sections 201(a) and (b) of the BBRA 1999 anend section
1833(t) of the Act to provide for additional paynents to
hospitals for outlier cases and for certain nmedical devices,
drugs, and biologicals. These additional paynents to
hospitals will not affect coinsurance anounts. Redesignated
section 1833(t)(8)(D) of the Act, as anended by section

201(i) of the BBRA 1999, provides that the coi nsurance
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anount is to be conmputed as if outlier adjustnents,
adjustnents for certain nedical devices, drugs, and
bi ol ogicals, as well as any other adjustnents we nmay
establish under section 1833(t)(2)(E) of the Act, had not
occurred. Section 202 of the BBRA 1999 adds a new
section 1833(t)(7) to the Act to provide transitional
corridor paynents to certain hospitals through cal endar year
2003 and indefinitely for certain cancer centers.
Section 1833(t)(7)(H of the Act provides that the
transitional corridor paynment provisions will have no effect
on determ ni ng copaynment anounts.

Section 204(a) of the BBRA 1999 anended redesi gnat ed
section 1833(t)(8)(C of the Act to provide that the
coi nsurance anmount for a hospital outpatient procedure
cannot exceed the amount of the inpatient hospital
deductible for that year. The inpatient hospital deductible
for cal endar year 2000 is $776.00. W will apply the
limtation to the wage adj usted coi nsurance anmount (not the
unadj ust ed coi nsurance anmount) after any Part B deducti bl e
anounts are taken into account. Therefore, although the
publ i shed unadj usted coi nsurance anount for any APC may be

hi gher or | ower than $776.00 in 2000, the actual coinsurance



1005FC 332
anmount for an APC, determ ned after any deducti bl e anmounts
and adjustnents for variations in geographic areas are taken
into account, will be Ilimted to the Medicare inpatient

hospi tal deductible. Any reductions in copaynents that
occur in applying the limtation will be paid to hospitals
as additional program paynents. (See section IIl.F.3.a,

bel ow, for discussion of calculating the Medicare paynent
anount . )

MedPAC Comment: In its March 1999 report to the

Congress, MedPAC expressed concern that the statute's
approach to addressing the reduction in coinsurance could
mean that it will be decades before coinsurance is 20
percent of all APC paynment rates. MedPAC r econmended t hat
the Secretary seek and the Congress legislate a nore rapid
phase-in and that the cost be financed by increases in
program spendi ng, rather than through additional reductions
in paynments to hospitals. MdPAC agrees that the approach
to cal cul ating the coinsurance delineated in section 1833(t)
of the Act is nethodol ogically sound, but they recomend a
shorter period to conplete the coinsurance reduction.
Response: The coi nsurance reductions enacted by the

BBA 1997 al ready provide significantly higher |evels of
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financial protection for beneficiaries than have existed in
the past. Wiile an acceleration of this protection m ght be
desirable, the costs of such a policy nust be bal anced
agai nst ot her needs for increased Medicare spending and
protection of the trust funds. The President's budget for
FY 2001 does not contain such a proposal.

Comment: Three commenters di scussed the delay in
i npl enenting the outpatient PPS until after January 1, 2000.
A hospital association stated that it strongly believes that
t he outpatient PPS should not be inplenented until al
systens are ready, and suggested that inplenentation occur
at the start of a cal endar year so that Medigap insurers did
not receive an unearned wi ndfall by reason of a m dyear
decrease in beneficiary coi nsurance anounts. Stating that
the delay in inplenmentation was of serious concern to it, an
i nsurance group strongly urged us to inplenent the
out pati ent PPS as soon as possible. Finally, a beneficiary
advocacy group stated that it is deeply concerned about the
delay in inplenentation. While stating that it understood
t he magni tude of the Y2K problem this group urged us to

find a way to proceed with the phase-down of beneficiary
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coi nsurance or, failing that, to offer our assurance that
t he phase-down will not be del ayed beyond January 1, 2000.
Response: As noted el sewhere in this final rule, we
intend to inplenment the outpatient PPS effective for
services furnished on or after July 1, 2000. As noted in
the proposed rule, we concluded that attenpting to make the
massi ve conputer changes required to inplenent PPS at the
sane tine we were trying to ensure that Medicare’ s conputers
were Y2K conpliant woul d have jeopardi zed the conpliance
effort, which was HCFA's highest priority. Now that HCFA s
efforts to nmake its conputer systens, and those of its
contractors, Y2K conpliant are conplete, we believe that
July 1, 2000 is the earliest date on which we can feasibly
i npl ement the PPS. Pursuant to HCFA's contracts with the
contractors responsible for maintaining its conputer
systens, HCFA nmakes programm ng changes such as those
required to inplenment the outpatient PPS at the begi nning of
fiscal quarters. Thus, pursuant to this practice, after
January 1, 2000, there are only three dates in 2000 on which
t he programm ng changes necessary to inplenment outpatient
PPS can be put into effect -- April 1, 2000, July 1, 2000

and Cctober 1, 2000.
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The first step in changi ng HCFA's conputer systens to
allow for inplenentation of the outpatient PPSis to expand
the claimrecord of several HCFA and contractor systens to
accept and retain specific information related to how a
service is being paid or why it is denied. The claimrecord
expansion i s an indi spensable prerequisite to inplenentation
of outpatient PPS. Once expansion of the claimformis
conpl eted, we can then nmake the remai ni ng progranm ng
changes necessary to i nplenent the outpatient PPS. As we
noted in the proposed rule, 63 FR 47605, these are nmassive
changes that wll require extensive testing. W anticipate
that these software codi ng changes cannot be conpl eted
before the end of the second quarter of 2000. Therefore,
the earliest possible date on which they can be installed
and made operational is July 1, 2000.

We do not believe that it is technically feasible to
conplete installation of both the clains-formline item
expansi on and the codi ng changes needed to inplenent PPS any
sooner than July 1, 2000. Each of these two stages of
preparing HCFA' s conputer system for PPS constitutes major
systens changes in and of itself. To attenpt to make both

changes sinultaneously would be to run the risk that the
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system woul d not function properly at all, potentially
requiring inplenmentation to be del ayed beyond July 1, 2000.
We believe that the two-stage approach di scussed above is
the only feasible way to nmake the systens changes necessary
to inplenent PPS and to be certain that they will work. The
soonest date on which PPS can be inplenented after the
mllenniumis therefore July 1, 2000.

Despite one commenter’s request that we inplenent the
outpatient PPS at the start of a cal endar year, we do not
believe it would be appropriate to delay inplenentation
beyond July 1, 2000. W see no reason to del ay
i npl enent ati on beyond the tinme necessary for HCFA to have
conpleted its Y2K efforts and make all the systens changes
necessary for PPS. As with all of the other aspects of PPS,
we believe that the beneficiary coinsurance reform contained
in the outpatient PPS should be put into effect as soon as
possi bl e, so that beneficiaries can be subject to the | ower
coi nsurance anounts under the new paynent nethodol ogy at the
earliest date. W believe that this consideration
out wei ghs any concern that Medigap insurers mght receive a
wi ndf al | because they set premuns for a given year assum ng

coi nsurance anounts woul d be at one level only to see those
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anounts decrease in the mddle of the year. |In addition, we
note that, if insurers received a | arge enough wi ndfall for
t he reasons described by the commenter, the insurers m ght
be required to refund premuns to beneficiaries or offer
thema credit on prem uns pursuant to section 1882(r) of the
Act .

Wil e none of the commenters specifically requested
that we do so, we have considered the possibility of
appl ying the outpatient PPS paynent nethodol ogy
retroactively to services furnished on or after January 1,
1999. We have decided not to make these retroactive
paynments for the reasons described bel ow.

The first reason is the practical problemthat the
i nformati on needed to inplenent PPS retroactively does not
exist in a usable form Under current paynent nethodol ogies
for many outpatient services, hospitals submt bills for
furni shed services based on their charges for the services.
For these services, HCFA does not require hospitals to
submt bills containing the HCPCS code for the furnished
service and other data (such as the dates of service of
mul tiple services submtted on the sane bill) necessary to

process bills under the new prospective paynent net hodol ogy.
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Wt hout the HCPCS code for a given service, we would be
unable to determne retroactively into which APC group the
service should be placed for paynent under PPS. In turn,
that woul d nean that we could not determ ne the appropriate
paynment amount for the service. Thus, given the information
currently available to us, we could not now sinply reprocess
bills for outpatient services that had been furnished

bet ween January 1, 1999 and July 1, 2000 and reconpute
paynment and coi nsurance anounts for these services. As a
result, the data needed to inplenment PPS retroactively do
not exist in a formthat would allow for such

i npl enent ati on.

Nor would it have been feasible to attenpt to capture
the informati on necessary for retroactive application during
1999. As noted above, we concluded that it would not have
been prudent to nake the conputer progranm ng changes
necessary to inplenment PPS until our Y2K efforts were
conplete. Those sane changes woul d have been necessary to
allow us to capture the nore detailed clains data needed to
performa retroactive application of PPS back to January 1,
1999 once the systemwas inplenented prospectively. Because

we del ayed those changes out of concern that they would
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interfere with our Y2K efforts, no automated process existed
for the period January 1, 1999 through July 1, 2000 by which
we coul d have captured the nore detailed clains data
necessary to effect an eventual retroactive inplenentation
of PPS. Publication of a final rule before January 1, 1999
woul d not have altered this situation. Even if we had
publ i shed such a rule, it could not have becone effective
until we could nmake the conputer changes necessary to

i npl ement PPS--the functional equival ent of what we have
done through publication of the proposed rule and this final
rule--and until we could make those changes, we coul d not
conpile by conputer the data needed to | ater reprocess

cl ai ms under PPS.

In theory, we m ght have been able to inplenment PPS
retroactively despite the I ack of an autonmated nethod of
conpiling the data necessary to do so. But it sinply would
not have been practicable to maintain and | ater process by
hand such data for the period between January 1, 1999 and
July 1, 2000, given the mllions of clains for outpatient
services submtted during that period. (Based on the | atest
data avail able, we process approxinmately 160 mllion clains

for outpatient services over an 18-nmonth period.) Neither
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HCFA nor its contractors have the staff needed to acconplish
such a task

We m ght al so have conceivably required hospitals to
mai ntain the data required for a later retroactive
i npl emrentation of PPS, but this approach has practical
difficulties. First, during the interimperiod between
January 1, 1999 and inplenentation of PPS, hospitals
t hensel ves were exerting significant efforts to ensure the
Y2K conpl i ance of their own automated Medicare billing
systens, and it is doubtful that those systens could have
accommodat ed t he necessary programm ng changes any nore than
Medi care’ s systens could have. Even if hospitals could have
mai ntai ned the information (or if HCFA could have nui ntained
it by hand or could obtain it fromany source now), the
burden associated with attenpting to i nplenent the new
prospective paynent net hodol ogy both retroactively and
prospectively at the sanme tine woul d have been prohibitive.
As noted in the proposed rule and in this final rule,
effecting the transition between the old paynent
nmet hodol ogi es and the new prospective paynent nethodol ogy
constitutes a massive programmati c undertaking. Any effort

to reprocess the huge nunber of bills for outpatient
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services that would be involved in any attenpt to
retroactively inplenment PPS woul d conpete for the sane
resources needed to inplenent PPS prospectively, and would
conprom se our ability to ensure the snoothest prospective
i npl enent ati on.

This is especially so if paper records of clains from
the interimperiod would have to be manual ly input into
Medi care’ s autonat ed paynent systens in order to make
retroactive paynents for services furnished on or after
January 1, 1999. Undertaking an effort, once PPSis
i npl enented, to review hospital records of every outpatient
servi ce furni shed between January 1, 1999 and July 1, 2000;
translate those records into the data needed to process a
Medi care claimfor the service under PPS; and issue a
retroactive paynent reflecting the PPS rate for the service
woul d cause a huge backl og of current bills to be processed
(and of other carrier tasks), and thus would not be
practicable. Therefore, there was no feasible way to have
captured the informati on necessary to nmake PPS apply
retroactively.

In addition to the practical problens described above,

the statute does not require retroactive application of PPS.
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The statutory requirenent to inplement the PPS for services
furnished on or after January 1, 1999 is anbi guous. Wile
section 1833(t)(1)(A)’s reference to outpatient services
“furnished during a year beginning wwth 1999" m ght be read
as i nposing such a requirenent, it is also true that section
1833(t)(1)(B)(i) does not expressly set atinme limt for
HCFA to desi gnate which services are “covered” outpatient
services for purposes of paynent under PPS. Nor does it set
a deadline for HCFA to issue regulations inplenmenting the
outpatient PPS. As a result, the statute can also be read
to require inplenentation of PPS for services furnished in a
year beginning in 1999 if HCFA has designated in its
i npl enmenting regul ati ons those services as covered services
for purposes of PPS. The better reading is that the system
appl i es prospectively only.

We recogni ze that, under section 1833(a)(2)(B)
Congress arguably made the ol d paynent net hodol ogi es for
out pati ent services inapplicable to services furnished on or
after January 1, 1999. Again, though, Congress inposed no
corresponding limt on the time w thin which HCFA nust
designate the services that would be “covered” services for

purposes of PPS. Wiile it is therefore possible to read the
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statute in such a way that an outpatient service furnished
after January 1, 1999 but not yet designated as a covered
out pati ent service by HCFA for purposes of PPS woul d have no
paynent et hodol ogy applicable to it, we do not believe that
Congress intended such a result. W believe that where
HCFA, because of significant Y2K concerns, has not yet

desi gnated a given outpatient service as a covered service
for purposes of PPS, the nost appropriate reading of section
1833(t)(1)(A) is that it authorizes the Secretary to
continue to pay for the service under the existing

met hodol ogy until PPS can be inplenented. |f the Congress
had known about the Y2K problemat the tinme it enacted the
PPS statute, this is the only rational approach it could
have adopt ed.

We believe that a clear expression of Congressional
intent not to require retroactive application of PPS can be
found in the legislative history of anendnents to section
1833(t) of the Act, enacted as sections 201, 202, and 204 of
the BBRA 1999. 1In each instance, the | egislation provides
that the “anendnments made by this section shall be effective
as if included in the enactnment of the BBA,” that is, the

original enactnent of PPS in section 1833(t) (sections
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201(m, 202(b), and 204(c) of the BBRA 1999). This

| anguage was taken fromthe House version of the bill (HR
Rep. No. 436 (Part 1), 106'" Cong., 1St Sess. 14, 16 (1999)).
The House Report stated that the outpatient paynent reforns
contained in the BBRA 1999 (and hence in the BBA 1997) were
intended to take effect “upon inplenentation of the hospital
prospective paynent systeni by HCFA, id. at 52, 55, 56, not
on January 1, 1999. The House Conference Comm ttee Report
reiterated the understandi ng that the paynent and

coi nsurance provisions of the BBA and BBRA do not take
effect until after inplenentation by HCFA. H Conf. Rep.
No. 479, 106'" Cong., 1%t Sess. 866 (1999) ("[c]urrently,
beneficiaries pay 20% of charges for outpatient services,"
but "[u] nder the outpatient PPS, beneficiary coinsurance
will be limted to frozen dollar amounts based on 20% of
nati onal nedian charges for services in 1996, updated to the
year of inplenmentation of the PPS"); id. at 867 ("[t]he
conferees fully expect that the beneficiary coinsurance
phase-down wi |l commence, as schedul ed, on July 1, 2000");
870 ("[h]ospital outpatient PPSis to be inplenented

simul taneously and in full for all services and hospitals

(estimated for July 2000)").
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Bot h the House Report and the Conference Report
expressly acknow edge, w thout disapproval, HCFA s deci sion
to delay inplenentation of the outpatient PPS until after
January 1, 2000. H R Rep. No. 436 (Part 1) at 51 (stating
that Secretary "del ayed inplenentation of the new system
until after the start of CY 2000 in order to ensure that
"year 2000' data processing problens are fully resol ved
before the new systemis inplenented" and that "HCFA
currently estimates that the outpatient departnent
prospective paynent systemw ||l be inplenented in July
2000"); 145 Cong. Rec. at H12529 (daily ed. Nov. 17, 1999)
(H Conf. Rep. No. 479) (acknow edging "[t] here has already
been a one-year delay in inplenentation of the BBA 97
provi sion" and stating that conferees "fully expect" that
t he outpatient prospective paynent system"w || comence, as
schedul ed, on July 1, 2000"). These statenents indicate
Congressional intent that paynents and coi nsurance for
covered hospital outpatient services would be governed
prospectively by PPS only after HCFA pronul gated and nade
effective final inplenenting regulations.

Finally, there is a serious question as to whether

retroactive inplenentation of PPS m ght constitute
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prohi bited retroactive rul emaki ng. In_Bowen v. Georgetown

University Hospital, 488 U S. 204, 208 (1988), the Suprene

Court stated that a statutory grant of |egislative

rul emaki ng authority does not enconpass the power to
pronmul gate retroactive rules unless that power is conveyed
by Congress in express ternms, even where sone substanti al
justification for retroactive rul emaki ng m ght exist. The
Court then declined to find this express authorization for
retroactive rulemaking in the Medicare statute’ s general
grant of rul emaking authority.

We do not find this express authorization in section
1833(t) or any other statutory provision concerning the
outpatient PPS. Section 1833(t)(1) requires that paynent
for outpatient services that are furnished during any
cal endar year beginning after January 1, 1999 and that are
desi gnat ed by HCFA as “covered” outpatient services shall be
made under a prospective paynent system \Wiile Congress may
have presunmed, when it enacted section 1833(t) as part of
the BBA, that HCFA would be able to designate covered
out patient services and inplenment the outpatient PPS by
January 1, 1999, Congress did not foresee at that tine that

Y2K concerns woul d prevent the agency fromdoing so. As a
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result, the statute is silent as to what was to occur if
HCFA was unabl e to designate covered outpatient services and
i npl ement PPS by January 1, 1999. W do not believe that
this silence constitutes the express authorization of
retroactive rul emaking required by the Suprenme Court’s
Geor get own deci si on

Comment: Several commenters contended that the
proposed rules for beneficiary coinsurance are overly
conpl ex and that the phase-in period is too long. One
comment er asked HCFA to consider a |less involved nethod and
a nore aggressive tine period for inplenentation. Another
coment er suggested using a 5-year phase-in period. One
commenter requested that we recomend a | egi sl ati ve change
to the Congress to reduce beneficiary coinsurance to 20
percent by January 1, 2003. Still another commenter
expressed concern that cal cul ati ons of coi nsurance anounts
for each hospital will be particularly burdensone to
Medi care fiscal internediaries and, as a result of the
i ncreased workl oad, errors may occur. The commenter also
recommended a nore rapid reduction of coinsurance to 20

percent of the paynent anount.
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Response: W agree that the rul es governing how
coi nsurance is to be cal cul ated under the PPS are conpl ex,
and the phase-in to 20 percent coinsurance is a |lengthy one.
However, the nmethods for cal cul ati ng coi nsurance are
dictated by the statute. The |legislative changes were nade
in order to put sonme control on rapidly increasing
beneficiary coi nsurance paynents, to begin to decrease the
proportion of beneficiary liability for hospital outpatient
services, and to continue to reduce beneficiary liability
over tinme. As we have stated, the inpetus to accelerate the
reduction of beneficiary coinsurance has to be viewed within
t he context of other needs for increased Medicare
expenditures and |long-term protection of the trust funds.
The delay in inplenmenting the hospital outpatient PPS past
the statutory effective date was unavoi dable due to systens
constraints inposed by Y2K conpliance requirenents.

Comment: One commenter noted that the proposed rule
set beneficiary coinsurance at 20 percent of nedi an charges,
but the comenter believes that coinsurance anmounts shoul d
be recal cul ated to equal 20 percent of the average charge

for the applicable APC group. The commenter indicates that
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such a change woul d provide sone financial relief to
hospi tal s.

Response: Section 1833(t)(3)(B)(i) of the Act requires
t hat unadj usted coi nsurance anounts be cal cul ated as 20
percent of the national nedian of the charges for services
wi thin the APC group

Comment: One commenter stated that because coi nsurance
is based on the nedi an charges of the APC, sone
beneficiaries would pay a hi gher coinsurance than they would
under the current system The commenter believes that
beneficiaries who require less intensive services in an APC
group will essentially subsidize other beneficiaries who
receive nore intensive services within the group. The
commenter asserted that fairness would dictate beneficiaries
be charged coi nsurance anmounts that nore appropriately
reflect the services received, not an anount based on a
medi an of multiple services they did not receive.

Response: Section 1833(t)(3)(B)(ii) of the Act
provi des that the unadjusted coinsurance anounts are based
on the national nedian of the charges for the "services
within" an APC. Because an APC group consists of services

that are both clinically simlar and simlar with respect to
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the resources required to performthe service, we would
expect that charges for the services should also be fairly
honmogeneous. W believe that services wwthin a group are
honogeneous enough to warrant a single paynent anmount and a
si ngl e coi nsurance anount.
In the follow ng sections, we describe how we
determ ned the beneficiary coinsurance anount and the
Medi care program paynent amount for services paid for under
t he hospital outpatient PPS.
2. Det erm ni ng the Unadj usted Coi nsurance Anount and
Program Paynent Percent age
To cal cul ate Medi care program paynment anounts and

beneficiary coi nsurance anounts, we first determ ned for
each APC group two base anmpunts, in accordance with
statutory provisions:

I An unadj usted copaynent anmpunt, described in
section 1833(t)(3)(B) of the Act; and

I The prededucti bl e paynent percentage, which we call
t he program paynment percentage, described in
section 1833(t)(3)(E) of the Act.

a. Cal cul ating the Unadjusted Coinsurance Anpunt for Each

APC G oup
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In the proposed rule, we described the specific steps
used to cal cul ate the unadjusted coi nsurance anounts for
each APC group as foll ows:

(1) We determ ned the national nedian of the charges
billed in 1996 for the services that constitute an APC group
af ter standardi zi ng charges for geographic variations
attributable to | abor costs. (To determ ne the |abor
adj ustnment, we divided the portion of each charge that we
estimated was attributable to | abor costs (60 percent) by
the hospital's inpatient wage i ndex val ue and added the
result to the nonlabor portion of the charge (40 percent)).

(1i) We updated charge values to projected 1999 |evels
by multiplying the 1996 nmedi an charge for the APC group by
13.0 percent (increased to 14.7 percent in this final rule),
whi ch the HCFA O fice of the Actuary estimates to be the
rate of growth of charges between 1996 and 1999.

(1i1) To obtain the unadjusted coinsurance anmount for
the APC group, we nmultiplied the estimted 1999 nati onal
medi an charge for the APC group by 20 percent. The
unadj usted coi nsurance anmount is frozen at the 1999 | evel

until such tine as the program paynent percentage (as
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determ ned bel ow) equals or exceeds 80 percent
(section 1833(t)(3)(B)(ii) of the Act).

b. Cal cul ati ng the Program Paynent Percent age

(Prededucti bl e Paynent Percent age)

In the proposed rule and in this final rule, we use the
term "program paynent percentage" to replace the term"pre-
deducti bl e paynent percentage,” which is referred to in
section 1833(t)(3)(E) of the Act. The program paynent
percentage is cal cul ated annually for each APC group, until
the value of the program paynent percentage equal s
80 percent. To determ ne the program paynent percentage for
each APC group, we--

(i) Subtract the APC group's unadjusted coi nsurance
anmount fromthe paynent rate set for the APC group; and

(ii) Divide the difference (APC paynment rate m nus
unadj ust ed coi nsurance anmount) by the APC paynent rate, and
mul ti ply by 100.

The program paynent percentage will be recal cul ated
each year because APC paynent rates will change when APC
rates are increased by annual market basket updates and

whenever we revise an APC
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Comment: One conmmenter expressed concern about how the
coi nsurance anounts are determ ned. The comenter stated
that the calculation is flawed and penalizes beneficiaries
in those States where charges for services tend to be | ower
than in other States. The commenter alleged that if the
hospitals in those States where charges for services tend to
be | ower accept a reduced coi nsurance in order to hold
beneficiaries harmess, the hospitals will be penali zed.

The comrenter also asserted that Medigap policies and

Medi caid prograns will also be affected. The conmenter
further stated that coinsurance should be based on regional,
not national, charges. The commenter contended that the
provi si on does not achieve the intended outcone of
equal i zi ng paynent across the nation.

Response: Sections 1833(t)(3) and (t)(8) of the Act
prescri be how coi nsurance anounts are to be cal cul ated under
the PPS. Qur nethod of cal cul ati ng unadj usted coi nsurance
anounts for each APC group based on 20 percent of nationa
medi an charges follows the requirenents of
section 1833(t)(3)(B) of the Act.

Comment: A nunber of commenters believe that the

paynment system as proposed would create gross anonmalies in
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coi nsurance for particul ar chenotherapy drugs. For exanpl e,
t he proposed $36. 61 coi nsurance for fluorouracil is 10 tines
the hospital’s cost to purchase that drug. The conmenters
asserted that this excessive coinsurance represents an abuse
of patients and woul d underm ne beneficiary confidence in
the new system They recomended that coi nsurance be
limted to 20 percent of the paynent anount for each drug.
Several other commenters noted that classifying drugs
with widely varying costs in the sane APC will have a
significant negative effect on beneficiary coi nsurance, and
in some cases beneficiaries could be required to pay a
greater percentage of coinsurance for |ess effective
t herapies. For exanple, one commenter alleged that the
coi nsurance for the drug 5-FU, which the conmmenter believes
has a current coi nsurance of approximtely $1, would
i ncrease to $40 under the proposed system
Response: The coi nsurance anonalies for chenotherapy
drugs that appeared in the proposed rule are not an issue
under this final rule. Unlike the proposed chenot herapy
drug APCs, which grouped all chenot herapy drugs under four
APCs, in this final rule, each chenotherapy drug is assigned

to a separate APC. As discussed in section IlI1.D.5 of this
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preanbl e, the unadjusted coi nsurance anmounts for these APCs
is calculated as 20 percent of the APC paynent rate.

Comment: One commenter noted that the proposed
nati onal unadjusted coi nsurance amounts for cardi ovascul ar
stress testing and perfusion imaging result in beneficiaries
bearing 85 percent of the total paynent for stress testing
and 60 percent for perfusion imging, which many
beneficiaries will be unable to afford. Another conmenter
requested that we either exclude cataract procedures and
angi opl asty fromthe hospital outpatient PPS or create an
outlier policy that affords special treatnment for these
procedures in order to protect beneficiaries from excessive
coi nsurance anounts.

Response: Coi nsurance anounts, by law, are based on
20 percent of the median of the charges actually billed in
1996 (updated to 1999) for the services within an APC. The
fact that coinsurance is a larger proportion of the total
paynment for some APCs than for others reflects the
di fferences in hospital charging practices for different
services. For exanple, in exam ning departnental cost-to-
charge ratios reflected on hospital cost reports, we have

found that nost hospitals have hi gher mark-ups in charges
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for radiology and di agnostic services than they do for
clinic visits.

3. Cal cul ating the Medi care Paynent Anount and Beneficiary
Coi nsur ance Anmpunt

a. Cal cul ating the Medi care Paynent Anount

The national APC paynent rate that we calculate for
each APC group is the basis for determ ning the total
paynment (subject to wage-index adjustnent) the hospital wll
receive fromthe beneficiary and the Medicare program (A
hospital that elects to reduce coinsurance, as described
below in section IIl.F. 4, may receive a total paynent that
is less than the APC paynment rate.) The Medicare paynent
anount takes into account the wage index adjustnent and the
beneficiary deductible and coi nsurance anounts. In
addi tion, the amount cal culated for an APC group applies to
all the services that are classified wthin that APC group
The Medi care paynent anmount for a specific service
classified wthin an APC group under the outpatient PPS is
cal cul ated as foll ows:

(i) Apply the appropriate wage i ndex adjustnent to the

national paynent rate that is set annually for each APC

group.
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(i1) Subtract fromthe adjusted APC paynent rate the
anount of any applicabl e deductible as provided under
8410. 160.
(tit) Multiply the adjusted APC paynent rate, from
whi ch the applicabl e deducti bl e has been subtracted, by the
program paynent percentage determ ned for the APC group or
80 percent, whichever is lower. This anmount is the

prelimnary Medi care paynent anount.

(tv) If the wage-index adjusted coi nsurance anmount for
the APC is reduced because it exceeds the inpatient
deducti bl e anobunt for the cal endar year, add the anmount of
this reduction to the anount determned in (iii) above. The

resulting anmount is the final Medicare paynent anount.

b. Cal cul ating the Coi nsurance Anpunt

A coi nsurance anount is cal culated annually for each
APC group. The coi nsurance anmount cal cul ated for an APC
group applies to all the services that are classified within
the APC group. The beneficiary coinsurance anmount for an
APC is calcul ated as foll ows:

Subtract the APC group's Medicare paynent anount from

t he adjusted APC group paynent rate |ess deducti bl e;

for exanpl e, coinsurance anobunt = (adjusted APC group
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paynment rate | ess deductible) - APC group prelimnary

Medi care paynent anpbunt. |If the resulting anmount does

not exceed the annual hospital inpatient deductible

anmount for the cal endar year, the resulting anount is

t he beneficiary coinsurance anmount. |[|f the resulting

anount exceeds the annual inpatient hospital deductible

anount, the beneficiary coinsurance anmount is limted

to the inpatient hospital deductible.
For exanple, assune that the wage-adjusted paynment rate for
an APC is $300; the program paynent percentage for the APC
group is 70 percent; the wage-adjusted coi nsurance anount
for the APC group is $90; and the beneficiary has not yet
satisfied any portion of his or her $100 annual Part B
deducti bl e.

(A) Adjusted APC paynent rate: $300

(B) Subtract the applicable deductible:

$300 - $100 = $200

(© Miltiply the remai nder by the program paynent

percentage to determne the prelimnary Mdicare

paynent anount:

0.7 x $200 = $140
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(D) Subtract the Medicare paynment anmount fromthe

adj usted APC paynent rate |ess deductible to determ ne

t he coi nsurance anount, which cannot exceed the

i npati ent hospital deductible for the cal endar year:

$200 - $140 = $60

(E) Calculate the final Medicare paynent anmount by

adding the prelimnary Medicare paynent anount

determned in step (C) to the anpunt that the

coi nsurance was reduced as a result of the inpatient

hospi tal deductible limtation.

$140 + $0 = $140

In this case, the beneficiary pays a deductible of $100 and
a $60 coi nsurance, and the program pays $140, for a total
paynment to the hospital of $300. Applying the program
paynment percentage ensures that the program and the
beneficiary pay the sane proportion of paynent that they
woul d have paid if no deductible were taken.

I f the annual Part B deductible has already been
satisfied, the calculation is:

(A) Adjusted APC paynent rate: $300

(B) Subtract the applicable deductible:

$300 - 0 = $300
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(© Miltiply the remai nder by the program paynent
percentage to determne the prelimnary Mdicare
paynent anount:

0.7 x $300 = $210
(D) Subtract the Medicare paynment anmount fromthe
adj usted APC paynent rate |ess deductible to determ ne
t he coi nsurance anount. The coi nsurance anmount cannot
exceed the anount of the inpatient hospital deductible
for the cal endar year

$300 - $210= $90
(E) Calculate the final Medicare paynent anmount by
adding the prelimnary Medicare paynent anount
determned in step (C) to the anpunt that the
coi nsurance was reduced as a result of the inpatient
hospi tal deductible limtation.

$210 + $0 = $210

In this case, the beneficiary nakes a $90 coi nsurance

paynent, and the program pays $210, for a total paynent to

t he hospital of $300.

The following exanple illustrates a case in which the

i npatient hospital deductible limt on coinsurance anmounts

applies. Assune that the wage-adjusted paynent rate for an
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APC is $2,000; the wage-adjusted coi nsurance anount for the
APC i s $900; the program paynent percentage is 55 percent;
the inpatient hospital deductible ambunt for the cal endar
year is $776 and the beneficiary has not yet satisfied any
portion of his or her $100 Part B deducti bl e.
(A) Adjusted APC paynent rate: $2,000
(B) Subtract the applicable deductible:
$2000 - $100 = $1, 900
(© Miltiply the remai nder by the program paynent
percentage to determne the prelimnary Mdicare
paynent anount:
0.55 x $1,900 = $1, 045
(D) Subtract the prelimnary Medicare paynent anount
fromthe adjusted APC paynent rate | ess deductible to
determ ne the coinsurance anount. The coi nsurance
anount cannot exceed the inpatient hospital deductible
anount of $776:
$1,900 - $1,045 = $855, but coinsurance linmted to
$776
(E) Calculate the final Medicare paynent anmount by
adding the prelimnary Medicare paynent anount

determned in step (C) to the anpunt that the
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coi nsurance was reduced as a result of the inpatient
hospital deductible limtation ($855 - $776 = $79).

$1045 + $79 = $1, 124

In this case, the beneficiary pays a deductible of $100 and

coinsurance that is limted to $776. The program pays

$1, 124 (which includes the anpbunt of the reduction in

beneficiary coi nsurance due to the inpatient hospital

deductible limtation) for a total paynent to the hospital

of $2, 000.

4. Hospital Election to Ofer Reduced Coi nsurance
For nost APCs, the transition to the standard Medicare

coi nsurance rate (20 percent of the APC paynent rate) wll

be gradual. For those APC groups for which coinsurance is
currently a relatively high proportion of the total paynent,
the process will be correspondingly lengthy. The |aw offers
hospitals, but not CVHCs, the option of electing to reduce
coi nsurance anounts and permts hospitals to dissem nate
information on their reduced rates. In this section, we

di scuss the procedure by which hospitals can elect to offer

a reduced coi nsurance anount, and the effect of the election

on cal cul ation of the program paynent and beneficiary

COi nsur ance.
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Section 1833(t)(5)(B) of the Act, as added by section
4523 of the BBA 1997, requires the Secretary to establish a
procedure under which a hospital, before the beginning of a
year, may elect to reduce the coi nsurance anount ot herw se
established for some or all hospital outpatient services to
an amount that is not |ess than 20 percent of the hospital
out pati ent prospective paynent anount. The statute further
provi des that the election of a reduced coi nsurance anount
will apply without change for the entire year, and that the
hospital may di ssem nate information on its reduced
copaynents. Section 1833(t)(5)(C) of the Act, as added by
t he BBA 1997, provides that deductibles cannot be waived.
Finally, section 1861(v)(1)(T) of the Act (as added by
section 4451 of the BBA 1997) provides that no reduction in
coi nsurance el ected by the hospital under section
1833(t)(5)(B) of the Act may be treated as a bad debt. W
note that section 1833(t)(5) of the Act has been
redesi gnated as section 1833(t)(8) of the Act by sections
201(a) and 202(a) of the BBRA 1999.

El ections to reduce coinsurance wll not be taken into
account in calculating transitional corridor paynents to

hospitals (discussed in section IIl.H 2 of this preanble).
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That is, a hospital's transitional corridor paynment wll be
determined as if the hospital received unreduced coi nsurance
anounts from beneficiaries.

In the proposed rule, we stated that we would require
that hospitals nmake the el ection to reduce coinsurance on a
cal endar year basis. The proposed rule required that the
hospital must notify its fiscal internediary of its election
to reduce coinsurance no later than 90 days prior to the
date the PPS is inplenented or 90 days prior to the start of
any subsequent cal endar year and that the hospital's
notification nmust be in witing. It must specifically
identify the APC groups to which the hospital's election
w Il apply and the coi nsurance amount (within the limts
identified below) that the hospital has elected for each
group. The election of reduced coi nsurance nust remain in
ef fect and unchanged during the year for which the election
is made. Because the |aw states that hospitals may
di ssem nate informati on on any reduced coi nsurance anounts,
we provided in the proposed rule that hospitals would be
allowed to publicly advertise this information.

The proposed regul ati ons provided that a hospital may

el ect to reduce the coinsurance anount for any or all APC
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groups. A hospital may not elect to reduce the coi nsurance
anount for some, but not all, services wthin the same APC
group.

As proposed, a hospital nmay not el ect a coi nsurance
anount for an APC group that is |less than 20 percent of the
adj usted APC paynent rate for that hospital. |In determning
whet her to make such an el ection, hospitals should note that
t he national coinsurance anount under this system based on
20 percent of national nedian charges for each APC, nmay
yi el d coi nsurance anmounts that are significantly higher or
| ower than the coinsurance that the hospital previously has
collected. This is because the nedian of the national
charges for an APC group, fromwhich the coi nsurance anount
is ultimtely derived, may be higher or |ower than the
hospital's historic charges. Therefore, in determning
whet her to el ect | ower coinsurance and the level at which to
make the el ection, we advise that hospitals carefully study
t he wage- adj usted coi nsurance anmounts for each APC group in
relation to the coi nsurance anmount that the hospital has
previously coll ected.

As discussed in section Ill.F. 1, under

sections 1834(d)(2) (O (i1i) and 1834(d)(3)(O(ii) of the Act
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t he coi nsurance for screening signoidoscopies furnished by
hospi tal s and screeni ng col onoscopi es furnished by hospital
out pati ent departnents and ASCs is 25 percent of the
appl i cabl e paynent rate. The paynent rate for these

col orectal cancer screening tests is the |lower of the
hospital outpatient rate or the ASC paynent rate. The
paynment rate for screening bariumenenas is the same as that
for diagnostic bariumenemas. However, the coinsurance
anount for screening bariumenemas is 20 percent of the APC
paynment rate. Hospitals nmay not elect to reduce coi nsurance
for screening signoi doscopi es, screening col onoscopi es, or
screeni ng barium enenas.

Cal cul ati on of coi nsurance anounts on the basis of a
hospital's el ection of reduced coinsurance is simlar to the
formul a described in section IlIl.F. 3. For exanple, assune
that the adjusted APC paynent rate is $300; the program
paynment percentage for the APC group is 60 percent; the
hospital has elected a $60 reduced coi nsurance anount for
the APC group; and the beneficiary has not satisfied the
annual Part B deducti bl e.

(A) Adjusted APC paynent rate: $300

(B) Subtract the applicable deductible:
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$300 - $100 = $200
(© Miltiply the remai nder by the program paynent
percentage to determ ne the Medicare paynent anount:
0.6 x $200 = $120
(D) Beneficiary's coinsurance is the difference between
t he APC paynent rate reduced by any deducti bl e anount
and the Medi care paynent anount, but not to exceed the
| esser of the reduced coi nsurance anount or the
i npati ent hospital deductible anount:
$200 - $120 = $80 (limted to $60 because of the
hospi tal -el ected reduced coi nsurance anount)
(E) Calculate the final Medicare paynent anmount by
adding the prelimnary Medicare paynent anount
determned in step (C) to the anpunt that the
coi nsurance was reduced as a result of the inpatient
hospital deductible limtation.
$120 +$0 = $120
In this case, Medicare nmakes its regular payment of $120,
and the beneficiary pays a $100 deducti ble and a reduced
coi nsurance anount of $60. The hospital receives a total

paynent of $280 instead of the $300 that it would have
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received if it had not made its election to reduce coi nsurance.
Comment: One commenter stated that it is currently
illegal to accept |ower coinsurance anmounts from
beneficiaries and asked for an explanation as to how we
coul d propose to encourage hospitals to | ower coinsurance.
Response: Al though Medicare, in general, has
prohi bi ti ons agai nst reduci ng beneficiary coinsurance,
redesi gnated section 1833(t)(8)(B) of the Act specifically
provides the legal authority for hospitals to make el ections
to reduce coi nsurance anounts for purposes of the outpatient
PPS. However, those coi nsurance anounts cannot be reduced
bel ow 20 percent of the adjusted APC paynent rate for the
hospi t al
Comment: One commenter asked whether, in view of our
proposal to allow hospitals to el ect |ower coinsurance,
Medi gap i nsurance plans will be permtted to offer a waiver
of a participating hospital’s coinsurance. That is, can a
Medi gap plan act as a preferred provider organi zation (PPO
with a financial incentive to select those hospitals that
el ect to reduce coi nsurance?
Response: There are two kinds of Medigap policies--

regul ar Medi gap and Medi care SELECT. \While regul ar Medi gap
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policies must pay full supplenmental benefits on all clains
that are submtted by all Medicare providers and are
approved by Medicare carriers and internedi aries, Mdicare
SELECT pl ans, which are a nmanaged care form of Mdi gap, may
restrict paynment of supplenental benefits to network
providers. Thus, by design, Medicare SELECT plans are
permtted to negotiate selectively with hospitals.
Ordinarily, Medicare SELECT plans contract with certain
hospitals to waive the hospital deductible for inpatient
servi ces.

Since the Congress has expressly permtted hospitals to
reduce out patient coinsurance to no |less than 20 percent of
the PPS paynent anount, a Medicare SELECT plan is free to
contract selectively with these hospitals. W note that a
hospital's election to reduce coi nsurance under redesignated
section 1833(t)(8)(B) of the Act requires that the reduction
be across-the-board for some or all APC groups. Thus, an
agreenent between a Medicare SELECT plan and a hospital to
reduce coi nsurance would result in coinsurance reductions
for all beneficiaries who receive those APC group services
at the hospital, whether or not they are enrolled in the

Medi care SELECT pl an.
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Comment: One commenter requested that we seek a
| egi sl ati ve change to offer hospitals nore flexibility under
t he coi nsurance reduction provision by permtting themto
review and revi se coi nsurance anounts every 3 nonths.
Response: W believe that there would be a significant
i npact on contractors if hospitals were allowed to revise
their reduced coi nsurance nore often than annually. More
frequent coi nsurance changes nay al so be confusing to
beneficiaries. Because we do not have a good estimate of
how many hospitals wll make the elections and we do not yet
know whet her those hospitals that do nake el ections w |
el ect to reduce coinsurance for just a fewor for a
significant nunber of APCs, we do not support allow ng
hospitals to nake or change el ections nore often than
annual ly. However, we may reconsider our position after we
gai n nore experience under the PPS and can better assess
what the inpact of nore frequent el ections would be on
hospitals, beneficiaries, and HCFA and its contractors.
Comment: One commenter noted that if we intend to
publish a final rule no nore than 90 days before
i npl enentation of the PPS, hospitals would not have

sufficient time to make coi nsurance el ecti on deci sions. The
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comment er reconmended that hospitals be permtted to nmake
the el ection 60 days before inplenentation of the system

Response: This final rule will not be published nore
than 90 days before the date of inplenentation of the PPS.
Therefore, the final regulations require that hospitals
informtheir fiscal internediaries (FIs) of their elections
to reduce coinsurance not |ater than June 1, 2000.

Beginning wwth elections for cal endar year 2001, el ections
are required to be nade by Decenber 1 preceding the cal endar
year. At this time, we do not know how many hospitals wll
choose to reduce coi nsurance or for how nmany APCs these
hospitals will elect reductions. Wiile we want to provide
hospitals sufficient tinme to nmake their elections, we also
must provide fiscal internediaries with enough tine to
incorporate the elections into their systens.

Comment: Several commenters disagreed wth our
proposal to allow hospitals to advertise reduced coi nsurance
anounts. They noted that, although the BBA 1997 provision
with respect to hospitals’ election to reduce coi nsurance
anounts provides that hospitals may "di ssem nate
information" on their reductions, we have interpreted that

to nmean that hospitals nay "advertise" their reductions.
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Two commenters stated that dissemnating information is not
synonynmous wth granting one category of hospitals the

uni que opportunity to advertise to attract custonmers. They
believe that this interpretation is antithetical to the
spirit underlying provisions of the Health Insurance
Portability and Accountability Act of 1996 (H PAA) that
prohi bit beneficiary inducenents and nay conflict with State
anti - ki ckback | aws. Sone commenters were al so concerned

t hat under our proposal to allow hospitals to adverti se,
hospitals may i ssue a general advertisenent of reduced

coi nsurance when the reduction may apply only to certain
services. Oher comenters were concerned that hospital
advertising may | ead Medi care beneficiaries to believe that
hospital outpatient care is nore econom cal than other

anbul atory settings, even when that is not the case, or
beneficiaries may becone confused and believe that al

anbul atory providers have the ability to reduce coi nsurance.
These commenters asked us to reconsider our proposal to

all ow hospitals to advertise rather than to di ssem nate
information. In addition, they asked us to establish

addi tional requirenments for hospitals’ dissem nation of

i nformati on concerning coi nsurance reductions so that
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beneficiaries are nade aware that reduced coi nsurance
applies only to certain specified services, that it applies
only to coinsurance billed by hospitals for those services,
and that the | aw does not permt reduced coi nsurance for
other Part B services such as physician services.

Several other commenters stated that for the el ection
to reduce coinsurance to be effective, hospitals nmust have
the right to advertise and, therefore, the commenters
supported our proposal to permt hospitals to advertise
coi nsurance reductions.

Response: W believe that hospitals nmust be able to
advertise their coinsurance reductions in order to achieve
what we believe to be the intent of the BBA provision, that
is, to provide hospitals with sone ability to conpete with
ot her anbul atory settings (where coinsurance is already 20
percent of the applicable Medicare paynent rate) and to
reduce beneficiary coinsurance liability.

Hospital s woul d have | ess incentive to reduce
coi nsurance if they could not advertise. |In addition,
beneficiaries need to be fully inforned so that they can
make infornmed decisions. W believe that advertising as a

way of dissemnating information has nerit.
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We were persuaded by sonme comrenters' concerns that
beneficiaries may not understand that reduced coi nsurance
applies to specific hospital outpatient services furnished
by specific hospitals that choose to el ect reductions and
that simlar reductions cannot be made by ot her providers of
anbul atory services. W, therefore, are anmending the
regulations to require that all advertisenents or other
information furnished to beneficiaries nust specify that the
coi nsurance reductions advertised apply only to the
specified services of that hospital and that these
coi nsurance reductions are available only where a hospital
el ects to reduce coinsurance for hospital outpatient
services and reductions are not allowed in other anbul atory
settings or physician offices.

Comment: One commenter, noting the conplexity of the
PPS coi nsurance requirenents, requested that we provide a
phase-in period in the final rule to allow hospitals
sufficient tinme to inplenent the changes necessary to neet
t he requirenents.

Response: The nethod required to be used in
cal cul ating coi nsurance under the PPS results in an overal

decrease in the total coinsurance anounts beneficiaries pay
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for hospital outpatient services. Total coinsurance is
somewhat reduced in the first year of inplenentation and
w Il be reduced even nore in future years, until coi nsurance
for all PPS services equal 20 percent of the applicable APC
paynment rate. It is only by fully inplenenting the

coi nsurance provisions under section 1833(t)(3)(B) of the
Act that beneficiaries will realize these reductions. W,
therefore, do not support a phase-in period.

Comment: One commenter recommended that we include, as
part of the public record, year by year estimtes of the
total econom c burden placed on beneficiaries by the
prol onged coi nsurance phase-in period, assum ng hospitals
charge the maxi nrum and m ni nrum coi nsurance anmounts. The
comment er believes these estimtes would be useful as a
basis for future discussions of howto renedy the
coi nsurance probl em

Response: As a rule, we develop estimates of inpacts
for legislative proposals that are under consideration by
the Congress and for final legislation as we are devel opi ng
regul ations to inplenment the law. Al though we do not have
the resources avail able to nodel any nunber of other data

anal yses that may have nerit, our data are nade available to
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the public, so the commenter and any other interested party
may performthe coi nsurance anal ysis.

Comment: One commenter stated that the proposed PPS
creates new conplexities for Medicare beneficiaries in that
they will have to wait for hospitals to do the cal cul ati ons
necessary to determ ne coi nsurance. The beneficiaries wll
al so receive multiple bills and expl anations of benefits for
mul ti ple hospital visits occurring on the sane day. The
commenter stated that we will need to have an extensive
process in place to explain why, in nost cases,
beneficiaries are paying 50 to 70 percent of their
out pati ent services and why they are receiving separate
statenents when they have nultiple visits on the sane day.

Response: In the proposed rule, we assigned nedical
visits, that is, clinic and enmergency roomvisits, to APCs
based on both the level of visit as defined by a HCPCS code
and the diagnosis of the patient. In order to inplenent
that type of APC assignnment, we would have to require
hospitals to submt a separate bill for each nmedical visit
that occurred on the sane day; however, under the final
rule, medical visits are assigned to APCs based solely on

t he HCPCS code, and it will be possible for hospitals to



1005FC 377
bill for multiple nedical visits on the sane bill. W agree
that the way coi nsurance is determ ned under the PPS is a
significant change. W are devel oping a brochure for
beneficiaries that wll explain the new system and the
policies under the outpatient PPS that will affect them

Comment: One commenter recommended that we nmake
informati on avail able to beneficiaries that conpares the
aver age coi nsurance for high vol unme procedures perfornmed at
hospitals in a particul ar geographic area so that
beneficiaries can make informed health care deci sions about
their care.

Response: W believe that beneficiaries wll be
i nformed about the coinsurance reductions el ected by
hospitals in their area through advertisenents and ot her
i nformati on nmade avail abl e by hospitals.

Comment: One comment er asked whet her the EOVB
(Expl anation of Medicare Benefits) notice to the beneficiary
will clearly explain that a hospital’s decision to reduce
coi nsurance applies to a specific service furnished at that
specific hospital.

Response: W are reviewng the EOMB in |light of the

changes in Medicare paynents and coi nsurance anpunts under
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the PPS, but we have not yet finalized our work. We will
take the commenter's suggestion into consideration as we

i nvestigate changes we will nmake to the EQOVB.



